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TO  THE  MEMBERS  OF  THE 
WINNIPEG  GRAIN  & PRODUCE 
EXCHANGE  CLEARING  ASSOCIATION 

i 


This  pamphlet  is  a copy  of  a statement 
forwarded  to  the  Secretary  of  the  Royal  Grain 
Inquiry  Commission  in  reply  to  a questionnaire 
received  from  him. 

Your  directors  decided  that  the  information  and 
facts  presented  therein  would  be  useful  and  benefi- 
cial to  you  and  accordingly  instructed  it  to  be 
printed  and  a copy  of  it  sent  to  each  member. 

Yours  respectfully, 

Frank  o.  Fowler, 

Manager. 
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NATURE  OF  ORGANIZATION  AND  HISTORICAL 


The  Winnipeg-  Grain  and.  Produce  Exchange  Clearing  Association  ob- 
tained incorporation  under  the  Joint  Stock  Companies’  Act  of  Manitoba  in 
June,  1901.  Its  incorporators,  along  with  others,  after  having  a few  years’ 
experience  in  handling  the  grain  crop  of  the  West,  during  which  they  pro- 
tected their  purchases  in  the  country  with  hedges  in  Chicago,  decided  they 
could  not  continue  placing  their  hedges  in  a market  in  which  they  could  not 
make  delivery,  and  consequently  through  the  Winnipeg  Grain  and  Produce 
Exchange  established  a future  market  in  Winnipeg  where  future  contracts 
could  be  completed  by  the  delivery  of,  and  payment  for,  the  grain  stipulated 
in  such  contracts.  Then,  for  the  purpose  of  more  efficiently  and  economically 
exchanging  the  daily  balances  due  to  the  fluctuations  in  the  price  of  grain 
and  for  the  added  security  to  contracts,  a number  of  members  of  the  Win- 
nipeg Grain  and  Produce  Exchange  established  this  Clearing  Association. 
Not  all  members  of  the  Exchange  are  members  of  the  Clearing  Association, 
but  all  members  of  the  Clearing  Association  must  be  members  of  the  Exchange. 

All  future  contracts  made  on  the  trading  floor  by  members  of  the  Asso- 
ciation, unless  otherwise  agreed  upon,  are  cleared  through  the  Association. 
Members  of  the  Association  also  in  many  cases  clear  future  contracts  made 
by  other  members  of  the  Grain  Exchange  who  are  not  members  of  the  As- 
sociation. The  Association  assumes  the  position  of  seller  to  the  buyer  and 
buyer  to  the  seller  on  all  contracts  of  its  members  accepted  by  it  for  clear- 
ing, and  guarantees  the  fulfilment  of  all  such  contracts.  It  has  over  $300,000.00 
of  liquid  assets  available  as  security  for  the  fulfilment  of  all  such  contracts, 
but  in  addition,  the  Manager  has  full  power  and  authority  to  call  upon  the 
member  in  whose  name  the  contract  stands  in  the  books  of  the  Association 
for  such  additional  security  as  in  his  judgment  he  may  think  necessary  to 
insure  the  fulfilment  of  the  contract.  This  system  has  been  so  eminently 
satisfactory,  both  as  to  efficiency  and  security,  that  in  seventeen  years’  ex- 
perience, with  at  times  during  that  period  outstanding  contracts  on  the  books 
of  the  Association  amounting  in  value  to  millions  of  dollars,  the  Association 
has  only  had  to  accept  one  loss,  which  amounted  to  $30,580.43. 

The  capital  stock  of  the  Association  was  originally  Five  Hundred  Shares 
of  $50.00  each,  amounting  to  $25,000.00,  but  was  subsequently  chang-ed  to 
One  Thousand  Shares  of  $50.00  each,  or  $50,000.00.  There  are  One  Hundred 
and  Twenty-three  members,  with  Six  Hundred  and  Fifteen  Shares  sub- 
scribed and  a paid  up  capital  of  $30,750.00,  with  surplus  and  reserve  of 
$292,737.91.  Each  member  must  be  a holder  of  Five  Shares. 

The  officers  of  the  Association  are: 

Capel  Tilt,  President. 

E.  S.  Parker,  vice-president. 

F.  J.  Anderson,  Secretary-Treasurer. 

F.  O.  Fowler,  Manager. 

Thos.  Brodie,  Assistant  Manager. 

As  stated  above,  the  price  of  each  share  at  organization  was  $50.00.  On 
Dec.  23rd,  1907,  it  was  increased  from  $50.00  to  $300.00.  On  Oct.  3rd,  1910, 
it  was  increased  from  $300.00  to  $400.00.  On  March  14th,  1911,  from  $400.00 
to  $600.00.  On  Oct.  4th,  1911,  from  $600.00  to  $800.00.  On  Oct.  7th,  1913,  from 
$800.00  to  $1,000.00.  On  Dec.  28th,  1915,  from  $1,009.00  to  $1,200.00.  On  May 
13th,  1919,  from  $1,200.00  to  $1,500.00,  at  which  price  it  still  remains. 
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The  object  in  increasing  the  price  of  the  shares  from  time  to  time  was 
three-fold: 

(1)  For  the  purpose  of  keeping  the  membership  within  limits  that 
made  it  a practical  proposition  to  handle  the  clearing-  on  the  books  of  the 
Association. 

(2)  To  build  up  a substantial  reserve. 

(3)  To  furnish  the  added  security  which  the  value  of  the  shares  gave 
to  the  Association  on  the  members’  contracts,  as  under  its  charter  the  As- 
sociation has  a first  lien  on  all  stock  of  the  Association  for  the  members 
debts  or  liabilities  to  it. 

There  have  never  been  but  two  dividends  declared  on  the  stock  of  the 
Association.  These  were  a 10%  dividend  on  February  28th,  1913,  and  a 12% 
dividend  on  March  3rd,  1914,  when  at  the  annual  meeting  of  the  shareholders 
of  that  year  the  policy  was  laid  down  that  no  • further  dividends  were  to 
be  paid,  but  the  service  was  to  be  given  as  nearly  as  possible  at  cost  to  the 
members  of  the  Association,  having  regard  to  applying  such  surplus  as  might 
accrue  to  building  up  a good  and  sufficient  reserve  to  meet  all  requirements 
of  the  Association.  The  selling  value  of  memberships  in  the  Association  has, 
therefore,  mo  relation  in  any  way  to  dividends  or  earnings. 

The  fees  charged  for  clearing,  when  the  organization  was  first  completed 
and  business  commenced,  was  10c  for  5,000  bushels,  or  part  thereof.  On  Jan- 
uary 21st,  1909,  this  was  changed  to  4c  per  1,000  bushels;  on  March  2nd,  1909, 
it  was  reduced  from  4c  to  3c  per  1,000  bushels;  on  December  21st,  1909,  it 
was  reduced  from  3c  to  2c  per  1,000  bushels;  on  January  1st,  1911,  from  2c  to 
lc  per  1,000  bushels;  on  March  14th,  1911,  from  lc  to  %c  per  1,000  bushels, 
and  on  August  1st,  1916,  the  fees  were  changed  from  y2c  to  4/10c  per  1,000 
bushels.  It  was,  however,  discovered  that  4/10c  per  1,000  bushels  was  too 
small  a charge  for  the  services  rendered,  and  on  September  2nd,  1920,  it  was  ac- 
cordingly put  back  to  y2  c per  1,000  bushels,  at  which  fee  it  still  remains. 


2.  FUNCTIONS  OF  THE  CLEARING  ASSOCIATION 

1.  Clearing  Future  Trades. 

This  is  the  primary  function  of  the  Clearing  Association.  The  Associa- 
tion accomplishes  with  reference  to  transactions  in  grain  for  future  delivery 
made  on  the  open  market  of  the  Grain  Exchange  essentially  the  same  re- 
sults as  a Bank  Clearing  House  performs  for  member  Banks.  In  the  on« 
case,  the  clearings  are  made  for  members  covering  accounts  involving  fixed 
values — that  is,  the  ownership  of  money  or  acceptable  commercial  paper.  In 
the  case  of  the  Grain  Exchange  Clearing  Association,  clearings  are  made  fo; 
members  for  accounts  involving  the  transfer  of  ownership  in  grain  of  def- 
inite grade,  but  of  fluctuating  value.  It  is  this  fluctuation  in  the  value  of 
grain  which  gives  rise  to  the  margins  required  by  the  Clearing  Association. 
Upon  the  acceptance  by  the  Manager  of  transactions  in  grain  for  future  de- 
livery, the  Clearing  Association  assumes  the  position  of  buyer  to  the  seller, 
and  seller  to  the  buyer,  in  so  far  as  its  members  are  concerned.  In  this  way 
individual  dealers  of  the  Winnipeg  Grain  Exchange,  for  a nominal  charge, 
arc  relieved  from  making  individual  settlement  between  themselves.  Like- 
wise all  trades,  by  virtue  of  the  Clearing  Association  taking  the  position  of 
buyer  to  the  seller  and  seller  to  the  buyer,  are  “rung  out”  in  an  organized 
way,  or  cleared.  A record  of  all  trades  is  furnished  the  Clearing  Association 
by  each  member,  and  settlement  for  the  day’s  trading  is  made  by  writing 
a single  cheque,  either  in  favor  of  the  Clearing  Asspciation  by  the  member, 
or  by  the  Clearing  Association  in  favor  of  the  member. 

In  clearing  future  trades,  therefore,  the  Clearing  Association  is  of  value 
in  the  following  respects; 
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(a)  For  the  convenience  it  serves  in  facilitating-  the  handling  of  the 
immense  volume  of  transactions  of  the  Grain  Exchange. 

(b)  In  relieving  the  members  from  the  task  (previously  often  imper- 
fectly performed  with  resulting  loss)  of  depositing  margins  between  them- 
selves in  the  cumbersome  forms  formerly  used. 

(c)  In  guaranteeing  the  fulfilment  of  each  contract  in  respect  of  which 
it  becomes  the  buyer  to  the  seller  and  the  seller  to  the  buyer  so  far  a3 
its  members  are  concerned. 


2.  Rosters  Business  Confidence  and  Provides  Safeguards  against  Doubtful 

T raaers. 

(a)  It  is  incumbent  upon  the  Clearing  Association  to  know  the  reliabil- 
ity of  the  members  whose  business  it  accepts,  and  all  members  are  re- 
quired to  furnish  the  Manager  with  a statement  of  their  assets  and  liabili- 
ties. By  the  very  nature  of  the  operations  of  the  Clearing  Association,  in 
which  it  takes  the  position  of  buyer  to  the  seller  and  seller  to  the  buyer, 
it  must  closely  scrutinize  the  financial  and  moral  responsibility  of  the  parties 
whose  trades  it  accepts. 

(b)  The  Association  guarantees  the  fulfilment  of  all  trades  which  are 
accepted  by  it  and  actual  delivery  is  properly  made  of  the  grain  required 
for  the  fulfilment  of  all  contracts  on  their  delivery  date.  Thus,  through 
the  Clearing  Association  there  is  secured  to  the  grain  trade  at  Winnipeg: 

(1)  A close  scrutiny  of  its  personnel. 

(2)  An  efficient,  economical  and  safe  method  of  keeping  all  future 
contracts  cleared  to  the  market  daily. 

(3)  A guarantee  of  the  safe  holding  and  proper  delivery  in  all  trans- 
actions in  future  trades. 

The  following  example  will  serve  as  an  illustration  of  the  difference  be- 
tween the  old  method  of  the  individual  members  of  the  Exchange  looking  after 
their  daily  balances  on  future  contracts  and  finally  making  delivery,  or  re- 
ceiving delivery  in  fulfilment  of  such  contracts,  and  the  present  method  of 
taking  care  of  the  contracts  through  the  Clearing  Association.  Assuming  that 
the  market  on  the  15th  day  of  April  for  May  wheat  (that  is,  wheat  de- 
liverable on  or  before  the  31st  May  at  the  seller's  option)  ranges  between 
$1.50  per  bushel  and  $1.40  per  bushel,  and  closes  at  $1.40  per  bushel: 


A.  buys  from  B,  10,000  bus.  of  May  wheat  @ 1.50  per  bus. 


B. 

” 

” C,  10,000  ” 

” ” 

” @ 1.48  ” 

C. 

” 

" D.  10,000  ” 

M It 

” @ 1.46  ” 

D. 

” E.  10,000  ” 

” @ 1.44  ” 

E. 

” F.  10,000  ” 

” @ 1.42  " 

F. 

” G.  10,000  ” 

” ” 

" @ 1.40  " 

Under  the  old  method,  in  order  to  clear  these  several  trades  to  the  clos- 
ing price  of  the  market  of  that  day — 


A.  wouk 

1 have  had  to  pay 

B. 

$1,000.00 

B. 

do. 

C. 

800.00 

C. 

do. 

D. 

600.00 

D. 

do. 

E. 

400.00 

E. 

do. 

F. 

200.00 

and  as  F.  bought  from  G.  at  the  closing  price  there  would  be  no  balance  due 
him. 


Under  the  new  method  A.  would  pay  the  Clearing  Association  $1,000.00. 


The  Clearing’  Association  would  pay  to  B.  $200.00 

C.  200.00 

D.  200.00 

E.  200.00 

F.  200.00 

and  the  Association  having  accepted  all  these  trades  would  have  a contract 
tor  delivery  to  A.  of  10,000  bushels  of  May  wheat  and  would  have  a contract 
with  G.  for  the  delivery  of  10,000  bushels  of  May  wheat  by  him  to  the  Clear- 
ing Association.  When  the  date  of  delivery  in  May  came  around  for  the  ful- 
filment of  these  contracts  under  the  old  method — 


F. 

would  call  at  the  office  of 

G.  and  pay  for  10,000  bushels  May 

wheat, 

receiving 

documents 

for 

same. 

E. 

do. 

F. 

do. 

do. 

B. 

do. 

E. 

do. 

do. 

C. 

do. 

D. 

do. 

do. 

B. 

do. 

C. 

do. 

do. 

A. 

do. 

B. 

do. 

do. 

Under  the  new  method,  the 

transaction 

would  be 

completed  by  the 

Clear- 

ing  Association  instructing  A.  to  call  at  the  office  of  G.  and  pay  for  10,000 
bushels  of  May  wheat,  and  receive  the  documents  in  fulfilment  of  the  con- 
tract, and  during  the  period  between  April  15th  and  the  date  in  May  when 
the  contract  was  completed  by  payment  and  delivery  as  above  mentioned, 
the  Clearing  Association  would  have  guaranteed  the  fulfilment  of  the  con- 
tract and  would  have  either  paid  to,  or  received  from,  A.  and  G.  the  market 
differences  resulting  from  the  variations  in  the  daily  closing  price. 

The  above  is  a simple  example  of  the  security,  efficiency  and 
economy  of  the  service  rendered  by  the  Association  to  its  members 
and  the  trade  generally,  and  applies  to  six  trades  made  by  seven 
traders,  and  for  the  same  quantity  of  wheat.  When  this  security, 
efficiency  and  economy  of  service  is  extended,  as  it  is,  to  the  One 
Hundred  and  Twenty-three  members  of  the  Association,  involving 
often  from  Three  to  Five  Thousand  trades  daily,  and  for  varying 
quantities,  the  use  and  necessity  of  the  Association  is  fully 
demonstrated. 


3.  VOLUME  OF  TRANSACTIONS  IN  GRAIN  FOR  FUTURE 
DELIVERY,  AND  REASONS  FOR  THE  EXCESS  VOLUME 
OVER  CASH  GRAIN  RECEIPTS,  WINNIPEG  MARKET 

Considerable  criticism  has  been  directed  to  the  fact  that  the  volume  of 
bushels  cleared  through  the  Clearing  Association  is  much  larger  than  the  vol- 
ume of  cash  grain  receipts,  Winnipeg  market.  The  large  volume  of  future 
trades  is  often  construed  as  indicating  in  itself  “gambling  operations.”  Most 
of  these  critics  have  apparently  overlooked  the  operations  which  are  respon- 
sible for  this  large  volume,  and  do  not  apparently  understand  the  part  which 
future  trades  bear  in  the  normal  marketing  of  grain. 

There  was  cleared  through  the  Association  from  September  1st,  1920,  to 
April  21st,  1921: 

1,085,722,500  bushels  of  Wheat 

322,S03,000  ” ” Oats 

16.155.000  ” ” Flax 

38.046.000  ” ” Barley 

4,166,000  ” ” Rye 


Total  1,466,892,500  bushels. 


There  was  inspected,  in  store  country  points,  and  in  transit  not  inspected 
for  the  corresponding’  period: 


158,500,000  bushels  of  Wheat 


44.922.000 

4.417.000 

10.209.000 

2.200.000 


” Oats 
” Flax 
” Barley 
” Rye 


Total  220,248,000  bushels. 

This  shows  that  during  the  period  mentioned  the  total  volume  of  future 
trades  in  all  grain  was  about  six  and  one-half  times  the  volume  of  the 
actual  grain  which  had  reached  a marketable  position. 


A study  of  marketing’  conditions  governing  grain  shows  that  there  are 
two  main  classes  of  operations  which  are  responsible  for  the  larger  volume 
of  future  trades  as  compared  with  actual  receipts  of  grain.  These  classes 
of  trades  may  be  called: 

(1)  Trades  involving  pure  hedging  operations,  and 

(2)  Trades  which  are  either  partially  or  purely  speculative. 


a 

1.  Trades  Involving  Pure  Hedging  Operations. 

Of  this  main  class  there  are  several  subdivisions,  and  it  can  be  confidently 
stated  that  a very  large  part  of  the  excess  of  future  trades  over  actual  re- 
ceipts of  grain  is  explained  by  pure  hedging  operations. 

(a)  The  farmer  or  producer  very  often  sells  a future  against  the 
grain  produced  on  his  farm,  buying  back  the  future  wrhen  his  grain  be- 
comes spot  and  is  sold  as  cash  grain,  but,  as  very  frequently  happens,  he 
finds  that  owing  to  unforseen  conditions  he  is  unable  to  deliver  in  the  month 
in  which  he  has  sold  the  future.  He  accordingly  buys  it  back  and  sells  in 
a further  deferred  future,  and  these  transactions  go  through  the  Clearing 
Association,  and  may  be  properly  called  purely  hedging  transactions. 

(b)  Country  mills  hedge  in  the  Winnipeg  market  grain  which  is  held 
by  the  mill  in  storage,  and  which  is  later  ground,  and  when  the  product 
is  sold  the  hedge  is  bought  in.  Such  grain  though  represented  in  the 
volume  of  future  trades  in  the  Clearing  Association  never  moves  to  the 
Winnipeg  market  as  cash  grain. 

(c)  Country  elevators  commonly  hedge  their  grain  holdings.  A part 
of  such  grain  may  be  sold  direct  to  local  mills,  or  even  to  distant  mills, 
or  to  cattle  feeders,  or  for  seed,  and  the  hedges  are  bought  in.  Every  such 
transaction  swells  the  volume  of  future  trades  at  the  terminal  market  where 
the  hedge  is  placed  without  cash  grain  passing  to  that  or  any  -other  ter- 
minal market. 

(d)  Not  only  do  country  mills  and  country  elevators  commonly  hedge 
their  grain  holdings,  but  every  buyer  of  the  grain  and  every  exporter  usu- 
ally hedges  the  same  as  soon  as  he  acquirer;  the  grain,  so  that  in  this  way 
in  the  ordinary  course  of  conducting  the  grain  business,  on  the  principle  of 
keeping  it  hedged  in  all  positions',  there  is.  on  export  grain  on  the  average 
at  least  three  necessary  sales  and  three  necessary  purchases  for  every 
bushel  of  cash  grain  handled. 

(e)  During  the  Fall  in  each  year  a large  percentage  of  Western  Can- 
ada grain  passes  from  ownership  of  the  producer.  This  volume  moves 
quickly  to  the  country  elevators  and  to  the  terminal  market,  and  is  gen- 
erally much  in  exet  ss,  of  the  requirements  for  the  corresponding  period. 
Consequently  much  of  this  grain  goes  into  storage  at  terminal  markets. 
Investigation  shows  that  practically  all  grain  so  stored  for  future  consump- 
tion is  carried  under  hedge,  or  Is  sold  in  the  future  market  for  delivery  at 


gome  future  delivery  month.  Wheat  stored  in  October,  for  example,  is  sold 
in  the  future  market  for  delivery  at  a later  date.  If  the  transaction  stopped 
there,  then  there  would  be  one  bushel  of  cash  grain  received  for  every  ono 
bushel  which  is  sold  for  future  delivery  in  the  future  market.  However, 
it  is  frequently  found  necessary  to  change  the  delivery  date  every  month 
as  the  period  of  storage  advances.  Every  such  change  of  hedge  from  one 
delivery  month  to  another  represents  a new  transaction  in  grain  for  future 
delivery,  but  covers  the  same  cash  grain  which  is  counted  but  once  in  the 
total  receipts  of  cash  grain  at  that  market.  Moreover,  as  mentioned  before, 
grain  in  storage  houses  often  changes  ownership  with  the  result  that  the 
first  owner  buys  in  his  hedges,  while  the  new  owner  places  new  hedges  on 
the  same  grain.  This  buying  in  of  one  hedge,  and  placing  of  another,  may 
be  repeated  several  times,  covering  the  same  grain,  and  depending  largely 
upon  the  surplus  which  is  present  in  the  country  at  a given  time. 

(f)  Exporters  may  buy  grain  for  export  in  some  other  market,  but  the 
hedge  may  be  placed  in  the  Winnipeg  market.  For  instance,  it  is  a matter 
of  common  repute  that  at  one  time  the  exporter  of  some  of  the  Argentine, 
Australia  and  India  grain  hedged  his  purchases  in  the  Winnipeg  market. 
Any  grain  so  hedged  would  not  be  represented  by  any  cash  grain  on  this 
market,  and  would  tend  to  increase  the  excess  volume  of  transactions  in 
future  trades  over  cash  grain. 

(g)  Transfer  of  Hedges. 

The  transfer  of  hedges  also  adds  to  the  volume  of  future  trades,  and 
may  cover  grain  which  never  comes  into  the  market  where  the  transfer 
is  placed.  For  example,  a grain  hedge  in  Chicago  or  Minneapolis  may  be 
transferred  to  Winnipeg.  A number  of  market  conditions  could  give  rise 
to  such  a practice  offering  advantages.  Such  a transfer  in  the  future  mar- 
ket would  not  show  a corresponding  increase  in  cash  grain  receipts. 

In  all  the  foregoing  illustrations  of  operations  by  which  the  total  of 
transactions  in  grain  for  future  delivery  may  occur,  the  word  “hedge”  has 
been  purposely  used  for  the  reason  that  any  of  them  may  represent,  and  do 
usually  represent,  a hedging  operation. 


2.  Trades  which  arc  Practically  or  Purely  Speculative. 

This  class  of  trades  may  be  divided  into 

(1)  Trades  by  the  professional  speculator,  and 

(2)  Trades  by  parties  who  are  outside  the  grain  trade. 

The  comparison  given  above  of  the  volume  of  transactions  in  future  trades 
as  compared  with  actual  receipts  of  grain  will  disclose  that  so  far  as  the 
Winnipeg  market  is  concerned  there  is  much  less  pure  speculation  on  the 
Winnipeg  Market  than  on  any  other  grain  market  on  this  Continent. 

We  may  mention  that  in  May,  1917,  when  the  future  market  was  closed 
owing  to  war  conditions  except  for  the  clearing  up  of  future  trades  already 
made,  the  Manager  of  the  Clearing  Association  secured  information  from 
every  member  of  the  Association  who  had  open  contracts  at  that  time,  and 

it  developed  that  out  of  over  twelve  million  bushels  of  May  contracts  open 

less  than  two  hundred  thousand  bushels  were  purely  speculative. 


4.  SPECULATION 

Speculation  has  been  well  defined  as  “forecasting  a change  in  value  and 
buying  or  selling  to  make  a profit  from  such  change.” 
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The  real  motive  of  speculation  is  a hope  of  profit  due  to  price  fluctua- 
tions. The  farmer  who  holds  his  crop  until  Spring  with  the  hope  of  addi- 
tional profit  is  a speculator;  the  retail  merchant  who  lays  in  a large  stock 
forecasting-  a rise  in  price  may  be  a speculator  in  that  sense. 

As  mentioned  before  there  are  two  main  classes  of  speculative  traders: 

(a)  The  Professional  Speculator,  and 

(b)  The  Amateur  Speculator. 


1.  Professional  Speculators. 

The  professional  speculators  are  usually  men  of  some  means  who  are 
competent  financially  and  by  their  acquaintance  and  experience  of  the  world 
market  conditions  to  engage  in  this  line  of  work.  Many  of  them  have  other 
interests,  so  that  from  a personal  standpoint,  they  can  safely  speculate  and 
lose  without  being  wiped  out.  This  class  of  speculator  performs  a direct 
service  in  the  grain  trade  by  providing  a buyer  on  many  occasions  when 
otherwise  there  would  be  no  purchaser  then  on  the  market  for  the  quick 
moving  wheat  crop.  This  class  of  speculator  is  often  prepared  to  “carry” 
the  surplus  crop  coming  on  the  market  until  such  time  as  it  may  be  needed. 

We  enclose  herewith  copies  of  the  pamphlet,  “Modern  Grain  Exchanges,” 
in  which  the  question  of  speculators  is  discussed  on  pages  22  and  23,  and 
also  copy  of  a pamphlet  published  in  1921,  called  “The  Chicago  Board  of 
Trade,”  in  which  speculation  is  discussed  at  pages  39,  40,  41  and  42. 

The  following  extract  from  a statement  made  by  Julius  H.  Barnes,  who 
was  connected  with  the  United  States  Grain  Corporation  during  the  period 
when  the  United  States  was  in  the  war,  and  who  is  one  of  the  best  posted  men 
in  North  America  on  grain  markets,  clearly  indicates  the  necessity  and  use 
of  speculators  in  our  markets: 

“They  (the  farmers)  have  an  idea  that  the  hedging  market  can  exist 
without  any  speculators.  On  that  point  I differ  with  them.  I want  to  bring 
out  the  point  and  emphasize  it,  that  the  hedging  market  accrues  to  the  ben- 
efit of  both  the  producer  and  consumer,  because  of  the  increased  margin  the 
dealer  would  have  to  buy  on  were  he  unable  to  protect  himself  by  hedging. 
You  must  bear  in  mind  that  the  movement  of  grain  is  seasonable  and  the 
demand  for  grain  is  periodical.  The  speculator  stands  in  the  gap,  and  becomes 
the  insurance,  which  renders  the  handling  of  grain  on  a narraw  margin  pos- 
sible, a distinct  benefit  to  both  producer  and  consumer.” 


2.  Amateur  Speculators. 

The  amateur  speculators  as  a rule  are  not  justified  in  assuming  the  risk 
of  making  future  contracts  in  grain,  because  in  many  cases  they  are  not 
competently  posted  as  to  market  conditions  and  in  nearly  all  cases  they  are 
financially  unqualified  to  speculate.  Most  of  the  criticisms  which  have  been 
directed  against  future  trading  have  been  occasioned  by  the  unwise  and  un- 
justified actions  of  incompetent  individuals  engaging  in  speculation.  But  it 
is  not  only  in  the  grain  business  that  such  persons  speculate.  They  are  to 
be  found  speculating  in  real  estate,  and  in  oil,  mining  stock,  and  many  other 
ventures  which  appeal  to  the  profit  making  dcsh'c  of  humanity.  In  so  far, 
however,  as  the  actual  transactions  in  grain  arc  concerned,  these  amateur 
speculators  represent  a very  small  portion  of  the  actual  trades  in  the  future 
market. 

In  Mr.  John  G.  McHugh’s  article  on  Modern  Grain  Exchanges  he  says 
the  following: 

‘ While  it  is  true  that  the  speculative  trades  of  these  incompetent  indiv- 
iduals do  in  a small  measure  ‘broaden’  the  market,  and  assist  in  the  distribu- 
tion of  the  crop,  still  the  injury  inflicted  upon  these  individuals  by  their  losses 


is  out  of  all  proportion  to  the  service  which  their  speculative  trades  perform 
in  the  crop  distribution.” 

So  far,  therefore,  as  the  amateur  speculator  is  concerned,  it  can  safely 
be  said  that  on  the  Winnipeg-  market  at  any  rate  he  is  a negligible  quantity, 
and  does  not  materially  affect  the  market  fluctuations,  and  it  is  a question 
as  to  how  far  any  sort  .of  paternalism  will  protect  him  from  his  determination 
to  take  the  risk  involved. 

To  quote  again  from  Mr.  McHugh’s  article: 

“The  so-called  ‘Kyle  Commission,’  appointed  by  the  United  States  Congress 
to  investigate  market  conditions,  reported  favorably  regarding  the  useful  func- 
tion of  speculation.  This  Kyle  Commission  was  appointed  strictly  in  the  in- 
terests of  the  producer,,  and  the  conclusion  of  this  commission  was  that  only 
that  class  of  farm  produce  was  handled,  and  could  be  handled,  on  a narrow 
margin  of  profit  between  the  producer  and  the  consumer,  that  could  be  sold 
for  future  delivery,  and  that  sales  for  future  delivery  were  made  practicable 
only  through  the  speculative  purchases  and  sales  for  future  delivery.  This 
Commission  called  attention  to  the  fact  that  in  Germany  at  one  time  future 
trading  in  grain  was  forbidden,  with  the  result  that  the  price  of  grain  to 
the  producer  was  reduced  greatly,  without  resulting  in  any  corresponding- 
cheapening  in  the  cost  of  flour;  the  difference  between  the  price  paid  to  the 
producer  and  the  cost  to  the  consumer  being  very  much  wider  than  before 
future  trading  was  forbidden.  The  result  was  that  after  a few  years  future 
trading  was  reinstated.’’ 

It  is  obvious,  therefore,  that  in  order  to  provide  a market  capable  of 
v handling  the  grain  of  this  Western  country  you  must  have  a market  in  which 
future  contracts  are  made,  and  you  must  have  speculators. 

A farmer  drives  up  to  a country  elevator  with  a load  of  wheat  and  the 
elevator  operator  buys  it.  He,  the  operator,  has  to  speculate  on  that  par- 
ticular purchase  until  he  can  hedge  it  in  some  future  to  protect  his  purchase, 
and  the  more  convenient  and  available  the  hedging  market  the  less  margin 
he  requires  to  insure  a reasonable  return  on  his  investment.  If  he  cannot 
hedge  in  a future  market  he  would  require  to  hold  his  purchase  until  he  could 
sell  the  actual  grain  to  someone  requiring  it  for  consumption,  unless,  he,  in 
turn,  would  speculate. 

We,  therefore,  reiterate  our  former  statement,  that  the  “open”  mar- 
ket that  records  instantly  changes  in  opinion  as  to  supply  and  demand  m 
the  world  for  grain  requirements  is  the  only  safe  method  to  take  care  of  our 
ever  increasing  grain  products  of  the  West. 

We  are  enclosing  you  printed  copies  of  our  Auditors’  report  for  the  years 
ending  July  31st,  1918,  1919  and  1920,-  showing  receipts  and  disbursements 
and  balance  sheet  as  at  those  dates.  These  are  all  the  printed  copies  of  our 
Auditors’  statements  that  we  have  on  hand,  but  our  books  are  open  to  your 
Commission,  and  if  you  so  desire  you  can  get  the  figures  for  the  years  since 
the  commencement  of  the  organization. 

In  respect  to  lines  of  credit  granted  to  members  of  the  Association,  state- 
ments of  assets  and  liabilities  are  furnished  the  Manager  by  the  members 
desiring  such  lines  of  credit,  and  on  these  the  Manager  basis  his  recom- 
mendation to  the  Directors  as  to  the  credits  granted.  The  procedure  is  sim- 
ilar to  the  manner  in  which  banks  grant  lines  of  credit  to  their  customera- 
As  these  lines  of  credit,  and  the  statements  on  which  they  are  granted,  are 
confidential,  and  as  the  disclosing  of  them  would  not  appear  to  be  of  any 
real  value  in  attempting  to  improve  the  economic  conditions  of  the  handling 
of  grain,  we  do  not  think  we  should  be  required  to  furnish  particulars. 

Yours  Respectfully,- 

FRANK  O.  FOWLER, 

Manager. 


Winnipeg,  July  12th,  1921. 
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THE  CLEARING  ASSOCIATION  ^ - 3/  '✓  / 


We  publish  today  the  statement  prepared  by  the  Winnipeg 
Grain  and  Produce  Exchange  Clearing  Association  to  supply 
answers  to  questions  asked  by  the  Grain  Enquiry  Commission. 
It  will  be  remembered  that  the  Grain  Enquiry  Commission  sub- 
mitted questionnaires  to  the  various  associations  in  the  grain  trade 
as  well  as  to  individual  companies.  It  may  not  be  generally  known 
that  the  Winnipeg  Grain  Exchange  Association,  the  Lake  Shippers’ 
Clearance  Association  and  the  Winnipeg  Grain  and  Produce  Ex- 
change Clearing  Association  answered  in  writing  all  the  questions 
asked  of  them.  Because  of  the  decision  of  the  courts  the  activities 
of  the  Commission  were  suspended  and  it  had  no  opportunity  to 
make  public  the  evidence  thus  furnished  by  these  associations. 
The  Clearing  Association  decided  to  supply  to  each  of  its  members 
a copy  of  the  statement  as  put  into  the  Commission,  and  in  this 
way  also  to  make  the  material  accessible  to  the  public.  It  is  un- 
derstood that  the  Grain  Exchange,  and  it  is  hoped  also  the  Lake 
Shippers’  Clearance  Association,  will  take  a similar  course. 

We  would  recommend  a very  careful  reading  of  this  statement 
of  the  Clearing  Association,  for  we  regard  it  as  one  of  the  clearest 
and  most  comprehensive  presentations  ever  made  of  the  nature  and 
functions  of  this  very  important  part  of  grain  marketing  ma- 
chinery. We  have  recently  published  articles  discussing  the  prin- 
ciples and  general  character  of  futures  trading,  and  the  operation 
of  the  whole  system  depends  upon  the  successful  working  of  the 
Clearing  Association.  If  there  were  no  method  of  clearing  trades, 
a vast  amount  of  work  and  expense  would  be  involved  which  is  now 
avoided ; and  it  would  not  be  possible  to  obtain  the  almost  absolute 
financial  security  which  now  lies  back  of  all  future  contracts  if 
there  were  no  responsible  and  carefully  administered  organization 
to  check  all  individual  credits  and  add  its  own  credit  to  the  security. 
The  grain  trade  is  perhaps  the  most  highly  organized  and  special- 
ized business  in  the  world,  and  one  of  the  most  perfect  of  all  the 
pieces  of  mechanism  is  the  Clearing  Association,  which,  on  this 
account  alone,  must  prove  an  interesting  study  in  business  organ- 
ization even  to  those  who  have  no  direct  concern  with  grain  mar- 
kets. All  these  points  will  become  clear  upon  a careful  reading  of 
the  statement  itself.  The  association,  as  it  claims,  provides  se- 
curity, efficiency  and  economy  of  service  to  its  members  and  to  the 
trade  generally. 

There  has  been  a good  deal  of  discussion  about  the  volume  of 
futures  trading  and  of  speculation,  and  many  wild  estimates  have 
been  circulated  as  to  the  aggregate  of  these  transactions  in  a year. 
The  statement  gives  the  total  clearing  through  the  association 
during  the  active  period  from  September  1,  1920,  to  April  21,  last, 
and  this  total  represents  only  about  6^  times  the  quantity  of  grain 
marketed  within  that  period.  As  to  the  proportion  of  pure  specu- 
lative transactions,  some  light  is  thrown  by  the  statement  that 
when  the  futures  market  was  closed  in  May,  1917,  a special  ex- 
amination of  all  accounts  was  made  and  it  was  found  that  out  of 
over  12,000,000  bushels  of  open  May  contracts,  less  than  200,000 
bushels  was  purely  speculative.  As  the  detail  of  the  business  of 
each  member  is  his  own  private  concern,  there  is  no  record  under 
ordinary  conditions  of  what  trades  are  hedging  transactions  and 
what  are  purely  speculative,  and  it  is  only  under  exceptional  con- 
ditions, such  as  those  of  May,  1917,  that  full  information  is  ob- 
tainable. That  particular  period  may  not  have  been  entirely 
representative,  but  it  is  undoubtedly  true  that  the  volume  of  purely  , 
speculative  dealing  in  the  Winnipeg  market  is  not  nearly  so  large  I 
as  is  commonly  supposed. 

As  distinguished  from  pure  speculation  there  are  the  hedging  j 
operations,  and  the  statement  indicates  the  number  of  times  each  I 
particular  lot  of  grain  may  be  hedged  and  rehedged  in  the  ordinary  I 
course  of  business.  This  putting  out  and  taking  in  of  hedges  I 
each  time  grain  changes  ownership,  and  whenever  it  is  held  in  I 
store  beyond  the  period  originally  contemplated,  accounts  in  large  I 
part  for  the  number  of  transactions  in  the  futures  market.  Be-  I 
yond  the  point  at  which  hedging  transactions  balance  each  other,  I 
the  other  side  of  every  hedging  transaction  must,  of  course,  be  I 
carried  by  the  speculative  interest,  but  the  point  of  the  figures  I 
given  is  that  the  trading  in  which  there  are  speculators  on  both  I 
sides  of  the  transactions  is  comparatively  small  in  volume.  The  I 
discussion  of  hedging  and  speculation  in  this  statement  is  an  I 
important  contribution  to  the  literature  on  the  subject. 


